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D THE FLUCTUATIONS IN THE SELLING PRICES OF 
SINGLE-FAMILY RESIDENCES AND THE FLUCTUATIONS 
IN THE DOW-JONES INDUSTRIAL AVERAGES 


have been asked quite frequently to compare the fluctuations of the stock 
| market with the fluctuations of real estate, in order to determine which of- 
fered the better investment from the standpoint of later resale 


The large chart on the following pages shows the fluctuations of the selling 
prices of single-family residences in communities where properties have been 
well-maintained and where no adverse neighborhood influences have existed, in 
comparison with the high and low prices each month of the Dow-Jones average of 
industrial stock prices. Over the long period, there is not a great deal of dif- 
ference in the trend of the two lines. The present relationship of the stock market 
figures to the selling prices of residences is not greatly different from this rela- 
tionship in the period from 1908 to 1913. Both lines at the present time are ap- 
proximately the same percentage above their levels in this earlier period. 


A study of the two lines on this chart would lead me to the following con- 
clusions: 


1. There have been times in the past when for a considerable period, real 
estate advanced in price, while industrial stocks declined or remained steady. 
It would have been better at the beginning of 192vu to have sold out of the stock 
market and to have invested in real estate. In 1924, however, real estate should 
have been sold and the money reinvested in stocks, as from then until September 
1929, the rise in the stocks was phenomenal in comparison witi a sideways move- 
ment in real estate prices. From September 1929 to the latter part of 1932, the 
selling price of real estate declined on the average by 41';. while the Dow-Jones 
industrial average ceclined by 89%. From the low in 1932 to the high in 1937, 
the Dow-Jones industrial average increased by 372),, while real estate declined 
slightly. From 1937 to 1942, the stock market declined by 52°,, while real estate 
advanced by better than 20%. In the later forties. the stock market dropped, while 
real estate continued up. 


2. Were it possible to accurately forecast the fluctuations of both the Dow- 
Jones industrial average and real estate, the best investment policy would con- 
sist in switching from one to the other, being invested in stocks while the stock 
market was rising more rapidly than real estate, and switching back to real estate 
when it was behaving better than the industrial average. (cont. on page 56) 
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It is impossible, however, to forecast the shorter movements, and probably 
even the longer-term movements of the industrial averages. It has been tried 
time and time again, sometimes with fairly satisfactory results and sometimes 
with complete failure. On the other hand, it is relatively easy to forecast the ma- 
jor movements in real estate prices, and for the conservative investor, the owner- 
ship of real estate offers a safer investment with the same chance for long-term 
appreciation which is shown in the general movements of the investment market. 
In other words, both the stock market and the selling prices of real estate are af- 
fected to a very marked degree in their rises and falls by the changes in the pur- 
chasing power of money. 


3. This chart would indicate that the present level of the industrial average is 
not high in relationship to the selling prices of real estate. This does not mean, 
however, that the present level of the market cannot drop by a sizable percentage, 
as it may be that both the Dow-Jones industrial average and the selling prices of 
real estate are equally high, and both may decline in the period ahead. Neither 
does it mean that it would be impossible for the Dow-Jones industrial average to 
experience an explosive rise in the period ahead, as it did in the period that fol- 
lowed 1927. I think the probabilities, however, are against it. If there were any 
assurance that a rise like this were in prospect, the wise policy, of course, would 
be to sell real estate and buy good common stocks until such time as it appeared 
that the stock market would drop faster than real estate. 


It seems to me that in the period ahead, if the selling price of real estate does 
decline by a sizable percentage, the stock market will decline by a greater per- 
centage, as a decline in real estate prices would accompany and intensify a de- 
cline in general business activity. New building activity would shrink rapidly, 
as it would be possible to buy a building already built for considerably less than 
the cost of building a new building. Since building activity is a very large con- 
sumer of raw and finished materials, since at the top of a boom it uses a large 
percentage of the freight carloadings on our railroads and highways, and since it 
affects the long-term demand for investment and mortgage funds, a shrinkage in 
building volume would have wide-felt repercussions. 


My general conclusions would be, therefore, that while an increase in stock 
prices in the immediate future is possible, it is not probable, and if both stock 
prices and real estate prices start to decline, stock prices will decline by a far 
larger percentage than will real estate prices. 


The only marked danger which I see at the present time in real estate prices 
is that considerable real estate is held with a rather slim equity position. A 
relatively small drop in real estate selling prices might wipe out many equities 
entirely. In contrast, most stock ownership at the present time is held ina very 
much more conservative way. 














